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Money is our business 


As our customers know well, we do many 
things besides handling money. But the 
whole business of banking is founded on notes 
and coin, and it is still essential that cash should 
be available wherever it is needed. On an 


average working day our own cash reserve, spread 
throughout our more than 2,000 branches, 
weighs about 2,200 tons, a reasonable enough 
figure; for after all, money is our business. 


Barclays Bank Limited 
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A Radcliffe Retrospect 


- FTER neatly two and a half years, the most significant 
controversies over the policy of monetary restriction 
are not whether its effects are desirable but what they are. 
That is the justification for the technical enquiry being 
undertaken by the Radcliffe Committee. It is remarkably 
difficult to gauge the respective impact on the banks of 
high short-term rates, changes in the supply of liquid assets, 
price movements in gilt-edged, and the official requests 
and controls on their lending—to say nothing of the impact 
of the banks’ actions on the public. To a large extent, Lord 
Radcliffe and his colleagues have to construct their own 
modern appendix to the classical monetary manual. 

. The experience of this past year has emphasised the com- 
plex inter-linking of the inner sectors of the financial system 
—the gilt-edged market, the bond market, the money 
market, the banks. It has confirmed the general proposition 
that the restriction of bank credit depends not so much on 
the level of short term rates as on the supply of liquid assets 
—which in turn depends to a large degree on operations in 
the gilt-edged market. This appears to have been broadly 
recognised by the authorities ; but their drive for a reduc- 
tion of liquidity, while it has achieved a very significant 
reduction in the floating debt, has not been pursued to the 
point at which it has restored a close control of the activities 
of the banks. 

Early in 1955 the rise in short-term rates itself produced 
a sharp contraction in bank liquidity ; for the first time in 
many years, a substantial margin was then opened up 
between the interest offered on bank deposit accounts and 
the yield on Treasury bills, and this provoked large with- 
drawals of deposits for direct investment in bills. It was 
only when the impetus of this movement appeared to be 
waning that the authorities found it necessary to reinforce 
it vigorously by selling gilt-edged securities on a market 
already depressed by enforced bank selling. The further 
increase in Bank rate to 54 per cent in February 1956, 
and the sharp rise in market rates that ensued, gave rise to 
renewed switching of deposits into bills, though on a much 
smaller scale than a year before. 

Because of the practical limits to both the size of the 
yield margin and the volume of idle funds available for 
switching, this pressure on bank liquidity tends to be of 
diminishing force. Even so, during the first quarter of 
1956, the modest switching process, combined with the 
seasonal surplus of the Treasury, did reduce the clearing 
banks’ total liquid assets by £459 millions, or by almost as 
much as in the first quarter of 1955. But the average 
liquidity ratio at the end of 1955 was 37.4 per cent, com- 
pared with 34.3 per cent at the end of 1954; so that by 
March 1956, the lowest point of the year, it was still at a 
comfortable 33.1 per cent compared with 29.9 per cent a 
year earlier. The seasonal rise in advances had been re- 
stricted to £54 million, compared with £127 million in the 


‘October the liquidity ratio topped 37 per cent. 


first quarter of 1955 ; and sales of investments amounted 
to only £23 million, compared with £72 million. 


URING the rest of 1956, bank liquidity never came 
under perceptible strain. Official sales of stock in the 
gilt-edged market were markedly smaller than a year 
before ; and in July, faced with a further prospective increase 
in floating debt as a result of the new arrangements for 
financing the nationalised industries direct from the Ex- 
chequer and with the redemption in mid-August of the 
unconverted portion of the 1954-56 War Bonds, the authori- 
ties endeavoured to persuade the banks to re-enter the gilt- 
edged market as a voluntary move to reduce excess liquidity. 
The banks, however, being unable to gauge the success of 
the new savings certificates (introdyced in August) and the 
premium bonds (introduced in November), were naturally 
reluctant to decide to what extent their liquidity was 
excessive. 

The response to the official prompting was modest. In 
July three clearing banks increased their investments, raising 
their total portfolios by £30 million, the first significant 
increase since the phase of major sales in 1955. Even this 
movement, however, was not long sustained. Two of the 


LONDON CLEARING BANKS 
(£ million) 
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May 18 | Dec. 3 May 16 | Dec. 3! | May 15 




















NED. da cetaaescaene 6,361 6,612 6,152 6,656 6,285 
Net deposits*.......... 6,104 6,261 5,860 6,305 5,964 
Lioyds Bank Seasonally- 

adjusted index (1948=100) | 109-0 105-6 104-6 106-3 | 106-8 
Errore 1,943 2,472 2,042 2,492 2,065 
Liquidity ratiof.......... 30-5 37-4 33-2 37 +4 32-9 
Investments..........6- 2,141 2,016 1,990 1,980 1,994 
PII centesdies cas 2,104 1,851 1,910 1,913 1,998 
To State Boards ...... na. n.a. n.a. 109 5! 
Other borrowers ..... n.a. na. n.a. 1,804 1,947 

4 





t Per cent of gross deposits. 


banks—the Midland and Westminster—did not accept the 
Conversion Stock offered in exchange for maturing War 
Bonds and abstained from reinvestment. The August 
figures indicated that the clearing banks as a whole, encour- 
aged by a yield of over § per cent on Treasury bills, had 
indulged their liquidity preference to the tune of some 
£119 million. 

Subsequently investment portfolios did rise somewhat, 
but they did not keep pace with liquid assets and in mid- 
The new 
savings certificates met with considerable success, but the 
effect on the Exchequer was offset by the demands of the 


* Excluding items in course of collection. 
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nationalised industries and other official claimants. The 
seasonally adjusted index of net deposits compiled by Lloyds 
Bank, which had fallen from 112.0 (1948 = 100) in February, 
1955, to 104.6 in the second quarter of 1956, turned upward 
in the summer and reached 105.6 at the October make-up. 

In November, the deterioration in the credit trend was 
checked: the Lloyds Bank index dropped back to 105.0 and 
the banks’ liquid assets fell sharply, against the seasonal 
pattern. This improvement was attributable partly to the 
first flush of sales of premium bonds ; but a much bigger 
’ influence was the large accruals of sterling to the Exchequer 
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as a result of the Suez drain on the gold reserves. But 
whilst the gold loss continued unabated through at least 
the first half of December, the end-year accounts of the 
banks showed a more than seasonal rise in liquid assets, 
lifting liquidity ratios to 37.4 per cent, their high level 
of the previous December. With this cushion, it appeared 
the banks would again have little difficulty in riding out 
the seasonal pressure ahead. 

In the event, however, the decline in the banks’ liquid 
assets reached record proportions; and there was an 
unusually sharp upturn in advances. Two of the big banks 
dipped momentarily below the conventional minimum 
liquidity ratio of 30 per cent, notwithstanding some sales of 
investments. By far the biggest influence in this re-emer- 
gence of the liquidity sanction was the large volume of 
funding sales in the gilt-edged market made in the last few 
days of 1956 and the first weeks of the new year. 


HESE sales were achieved not by aggressive cut-price 
ik tactics but by adroit use of the opportunity provided 
by a buoyant market. This buoyancy was induced not only 
by the cooling of the international temperature but also by 
the easing of rates in the money market. That easing, which 
continued with some interruptions (notably during the 
March labour disputes) until early May, reflected in part 
speculation about reductions in Bank rate, but important 
technical factors were also at work. 

The immediate cause of the initial falling away of the 
Treasury bill rate in early December, from about 5 1/16 
per cent, seems to have been the increased demand for bills 
by the discount houses. Following the precedent estab- 
lished in 1955, the Treasury had split the weekly offerings 
for the eight weeks following end-October between 91-day 
and 63-day bills, in order to concentrate maturities in the 
heavy tax-gathering weeks of early 1957. The 63-day 


maturities, issued in greater volume than in 1955, held little 
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attraction for the “ outside ” tenderers and these offerings, 
which were largely taken up by the discount houses, had the 
effect of reducing abnormally their holdings of 91-day 
bills. Consequently they were particularly anxious to 
obtain good allotments of these longer bills when the 
shorter issues ceased. 

To enable the market syndicate to obtain an adequate 
supply, an important liberalisation was made in the proce- 
dure of tendering. The tender by the syndicate at a com- 
mon price, introduced in the "thirties, was maintained ; but 
each discount house was permitted to tender for a small 
proportion of its requirements independently at a slightly 
higher price, at which its application would be allotted in 
full. The market was thus better placed to face the growing 
competition from the general investing public, including 
savings banks and industrial companies. 

Encouraged by hopes of a general easing of rates, com- 
petition from these sources became more acute and the dis- 
count houses were obliged to increase their tenders week by 
week, until by the beginning of February the average rate 
of allotment had fallen to 43 per cent. The authorities did 
not resist the downward movement but instead took advan- 
tage of the revival in gilt-edged prices to allow the public 
departments to sell marketable securities from their hold- 
ings and to carry out a certain amount of switching into 
early maturities—notably the £400 million of stocks matur- 
ing in mid-June. On balance, however, the departments 
were large net sellers, and their receipts enabled them to 
reinforce very considerably the seasonal decline in the tender 
issue. By mid-February, the issue had been reduced by 
£700 million since the beginning of the year, a rate of 
contraction over twice that of 1955, which carried the total 
outstanding below £3,000 million for the first time since 
spring 1953. This extraordinary contraction in the supply 





BANK DEPOSITS AND LIQUIDITY 


£ million 





6500 
6000 |—_ NET DEPOSITS 
5500 
3500 









TENDER TREASURY BILLS 
OUTSTANDING 


WMV A aria rigs 7 30 


Peer eer eres Peewee re ray reer eer Tea Crewe 
954 | 1955 | 1956 | 1957 
*Ratio of cash, call money and bills fo gross deposits 


3000 












2500 







2000, 














of bills—very much latger than that in the banks’ liquid 
assets, suggesting that outside holders were running their 
bills off—thus became an additional influence in the down- 
ward movement of the rate. 


HEN Bank rate was reduced to § per cent in February, 
official statements emphasised that the move was 
not intended as a green light, but was a technical adjust- 
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Martins Bank HAMBROS 
pommnne pr  ene SA BANK 


England, Wales, the Isle of Man, and the 
Channel Isles, and has agents and 


correspondents throughout the world. LIMITED 
Total Assets (at 31st Dec. 1956): £359,044,484 


sacauiancniaiiaadl Merchant Bankers 
London: 68 Lombard Street EC3 
Liverpool: 4 Water Street 2 

Midland: 98 Colmore Row Birmingham 3 
Leeds: 28-30 Park Row 1 


ESTABLISHED 1839 








Head Office 
Manchester: 43 Spring Gardens 2 41 BISHOPSGATE, LONDON, E.C.2 
North Eastern: 22 Grey Street 
Newcastle upon Tyne 1 West End Branch Holborn Branch 
67 PALL MALL, 1 CHARTERHOUSE STREET, 
MARTINS BANK LIMITED LONDON, S.W.1 LONDON, E.C.1 





HEAD OFFICE 4 WATER STREET LIVERPOOL 2 











BRANCHES throughout 
England and Wales and in India, 
Pakistan and Burma 


REPRESENTATIVES in New York, U.S.A. 


SUBSIDIARY COMPANIES 


Lloyds Bank (Foreign) Limited 


Branches in France, Monaco, Switzerland 
and-through Lloyds Bank (Belgium) 
§$.A.-in Belgium 


The National Bank of Scotland 
Limited 








ASSOCIATED BANKS 


WT7 orild-w7 i a e The National Bank ot New Zealand 


Bank of London and South America 
Limited 


Wherever you seek to do business or to travel, Bank of British West Africa Limited 


L.Loyps Bank can provide you with banking services through 
P — ‘ RRESPONDENT BANKS AND AGE! 
its overseas branches, subsidiary companies, Co _— 


in all parts of the world 
associated banks, correspondent banks and agents. 


Lloyds Bank Limited fs) 


71 LOMBARD STREET, LONDON, E.C.3 
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Aboard view 


If you are looking for further development 
of your export business our Overseas Branch 
can be of inestimable service. It is in 

touch with correspondents in every market 
and, because it handles a vast overseas 
business, there is scarcely an export problem 
for which its specialist staff cannot find 

an answer from their hard-won experience. 
Our staff are encouraged to give personal 
service to every customer and the Manager 
of our nearest Branch is always ready to 
deal with your enquiries, whether they may 
be connected with overseas business or with 
the many other facilities we can offer. 


GLYN, MILLS & CO. 
BANKERS 


67 LOMBARD STREET, LONDON, E.C.3 





Associated Banks 


National Provincial 


THE ROYAL BANK OF SCOTLAND 
for friendly service 


WILLIAMS DEACON’S BANK LIMITED 
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NATIONAL PROVINCIAL BANK LIMITED 


Head Office: 15 Bishopsgate, London, E.C.2 
Principal Overseas Branch: | Princes Street, London, E.C.2 
Agents and Correspondents throughout the world 
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NEW ZEALAND 








The 
Commercial Bank 


of Scotland Limited fats) 
GEO il A.N.Z.BANK 


Funds exceed £150,000,000 


14 George Street, Edinburgh, 


General Manager : lan W. Macdonald 
Enquiries welcomed on: 
BANKING * INDUSTRY * TRADE * EMIGRATION 


AUSTRALIA AND NEW ZEALAND BANK LIMITED 


HEAD OFFICE: 71 CORNHILL, LONDON; E.C.3 Phone AVEnue 1281 
Nearly 900 Branches and Agencies 


Modern banking services are available at the Bank’s Branches 





throughout Scotland and in London, Credit facilities for com- 
mercial, industrial and farming development, on convenient 


payment plans, are also available through the Bank’s subsidiary, 





THE SCOTTISH MIDLAND GUARANTEE TRUST LIMITED 
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ment designed “to enable the Bank of England to maintain 
the full effectiveness of monetary policy.” This acceptance 
of the view that a reduction of Bank rate can be disinfla- 
tionary was presumably based on the reasoning that the 
reduced attractiveness of rates in the short market would 
foster demand, and hence facilitate funding, in the gilt- 
edged market. But in practice funding sales virtually ceased 
after the Bank rate reduction. The authorities have been 
reluctant to press sales ; and while the bond and bill markets 
were until recently stimulated by renewed hopes of a fall 
in Bank rate, medium-term and long-term stocks have been 
depressed, first by the damping issue of a further £300 
million of “ Eternities,’ the 3} per cent Funding Stock, 
1999-2004, and subsequently by the apparent strengthen- 
ing of inflationary pressures. 

The tender bill issue has consequently resumed its rise 
(albeit at a modest pace); and in their statements for mid- 
May, the clearing banks showed a reversal of the contracting 
trend of deposits and liquid assets achieved from mid- 
January to mid-April: no more bank sales of investments 
were recorded, and indeed the Midland and Westminster 
increased their portfolios (though still not quite to their 
level before the encashment of the *54-56 War Bonds). 
The average liquidity ratio, at 32.9 per cent, was still 
slightly lower than a year before—but it compared with 
30.5 per cent in May, 1955. 

Except in the early months of this year, therefore, the 
liquidity rein on the banks has been allowed to grow slack. 
Moreover, the evident reluctance of the authorities to pursue 
funding to the point at which it forces gilt-edged prices 
down has probably made any future prospect of having to 
reinforce liquidity by selling investments a rather less dis- 
turbing one for the banks. As a check on advances, cer- 
tainly, the sanction of liquidity has recently been consider- 
ably weaker than in the early stages of the credit squeeze. 

This must be presumed to have contributed to the loosen- 
ing of the banks’ grip on advances, evidenced not only in 
the upward trend of the total but also in the recent slight 
recovery in advances to the least “ essential ” categories, the 
personal and professional borrowers and the hire purchase 
finance companies. This is not to say that the banks are dis- 
regarding the official requests ; but merely that they might 
have regarded them more if commercial considerations also 


Sterling Area 


One cause of the strain on the sterling area is 
the voracious appetite of its members for . 
capital, Last year Britain lent beyond its 
powers, but the sterling countries together 

did not reduce their sterling holdings. What 
happens when they do ? 


N 1956 the gold and dollars in the Exchange Equalisation 
Account remained almost unchanged—{757 million at 
the beginning of the year and £762 million at the end. 
What happened in between was a different story—a steady 
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pointed that way. The official restraints have in fact been 
reiterated, and in one respect tightened. 

In July, 1956, the Chancellor of the Exchequer, Mr 
Macmillan, departed from the customary procedure of con- 
veying his instructions to the banks through the Governor 
of the Bank of England, and with the Governor met the 
chairmen of the clearing banks and representatives of other 
banks at the Treasury. He urged that there should be “ no 
relaxation in the present critical attitude towards applica- 
tions for bank finance.” This directive was observed 
throughout the year and is still in force. But in the three 
months to mid-February advances to borrowers, other than 
the nationalised industries rose by £102 million—among 
the largest quarterly increases ever recorded even at this 
season, the first significant increase since Mr Butler’s initial 
request of July, 1955, and nearly half as large again as the 
reduction effected in February-November, 1956. 

The monthly statements of the clearing banks showed a 
further large increase in the advances item in March, despite 
further repayments by the State boards ; in the two subse- 
quent monthly periods the rise tapered off, confirming that 
part of the earlier increase had reflected seasonal and other 
temporary influences. But the expansion had induced the 
new Chancellor, Mr Thorneycroft, to add his own reitera- 
tion of the need for continued restraint. While conceding 
in his budget speech that “some increase in the level of 
advances may result from the provision of bank finance for 
purposes of the highest priority,” he reinforced the official 
hold over those bank advances subject to statutory control— 
advances in excess of £10,000 made outside the ordinary 
course of business. 

Mr Thorneycroft restored the practice operated between 
December, 1951, and December, 1953, whereby the Capital 
Issues Committee concerned itself not only with the purpose 
for which the money would be used, but also with the 
necessity of bank finance, in the light of the possibility of 
raising funds from market sources, and the term of the ad- 
vance. The Chancellor intimated, moreover, that the CIC 
would exercise its scrutiny rigorously. Thus, in a sense, the 
shortcomings of Government funding, by the measure of 
bank liquidity insufficiently taut to exert its own check on 
advances, has led the authorities to enforce by regulation 
funding on private industry. 


and the Strain 


rise in the first half of the year, followed in the Suez months 
by a massive gold drain, only partly offset by the drawing 
of dollars equivalent to £201 million from the International 
Monetary Fund. The table shows the reason for the strain: 
capital commitments of £429 million and only £233 million 
with which to meet them. How far were the overseas 
members of the sterling area, which bank in London, 
responsible ? \ 

The United Kingdom itself had a total surplus of £233 
million on current account. Current transactions between 
the United Kingdom and the dollar area resulted in a deficit 
of £22 million, a modest figure indeed compared with the 
deficits of £205 million in 1955 and of £68 million in 1954. 
Similar improvement was shown in the balance of pay- 
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ments between the rest of the sterling area and other dollar 
countries. Including the proceeds of sales of gold, the 
transactions of the overseas sterling area with the dollar area 
yielded a surplus of £219 million in 1956, of £199 million 
in 1955, of £166 million in 1954, and of £165 million 
in 1953. 

Direct pressure by the rest of the sterling area on the gold 
reserve has occurred on various occasions in the past, com- 
monly marked by a correlation between movements in the 
central gold and dollar reserves and parallel changes in the 
sterling liabilities owed by Britain to members of the sterling 
area, When members of the sterling area earn surpluses in 
dollars or other hard currencies, they bank them in London ; 
hence the sterling balances of those countries move up 
automatically with the rise in the gold and dollar reserve in 
the Exchange Equalisation Account. When sterling comes 
under strain, it may be because those balances are being 
drawn upon and in part used for dollar expenditure. 
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That was not the main trouble in 1956. The sterling 
balances of the colonies increased in the year as a whole 
from {£1,280 million to £1,286 million (the long postwar rise 
to a peak of £1,301 million having been halted in the second 
half of the year). The balances of the dominions (except 
Canada) fell from £1,599 million to £1,574 million. The 
total sterling balances held by sterling area countries thus 
declined only slightly, by £19 million to £2,860 million. 

A much bigger influence in the strain on Britain was the 
investment of long-term capital by the United Kingdom in 
the rest of the sterling area. In 1956 this net investment 
amounted to £150 million compared with {119 million in 
1955 and £191 million in 1954. This investment, like the 
much smaller reduction in the sterling area’s sterling 
balances last year, made possible expenditure by the over- 
seas sterling countries that was in part incurred outside the 
sterling area, and notably on the continent of Europe. And 
through EPU, expenditure in Europe helped to swell the 
drain on the gold and dollar reserve. 

But the main explanation for the strain on the reserves 
lies in the running down of sterling balances by countries 
other than those of the sterling area. During 1956 
American sterling accounts fell by £21 million. Those of 
OEEC countries fell by £20 million and those of “ other 
non-sterling countries” by £114 million. These move- 
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ments are in large part the reflection of the run on sterli 

which followed the Middle East crisis in the second h 

of the year. The most striking reduction in sterling balances 
was that shown by~“ other non-sterling countries,” a group 
that includes China, Japan and the non-sterling Middle 
East countries. All these drew heavily on their sterling 
assets, partly for political reasons but also on fears of de- 


WHAT HAPPENED TO THE RESERVES 


(£ million) 
Resources Commitments 
UK current surplus........ 233 Long-term investment (net). 191 
: Miscellaneous capital outflow 50 
Drawings on sterling balances 151 
Waiver payment ........++ 
233 429 
Drain on reserves ......... — 196 
ile SN ce OO ee +201 
Actual change in reserves... +5 


valuation. In the past two years of depletion of sterling 
balances, it is this miscellaneous group that has shown the 
largest reduction—{430 million at end-1954 to £303 
million ; holdings of dollar countries in this period fell from 
£97 million to £37 million and of OEEC countries from 
£244 million to £193 million. In 1956 alone, the total 
reduction in sterling holdings by these three groups was 
£155 million. On the other hand, holdings of non-dollar 
western hemisphere countries rose from £9 million to £32 
million. Other important influences on the final reserve 
figures include the notorious “ leads and lags ” in the timing 
of commercial payments (recorded partly as “ miscellaneous 
capital outflow ”). 

In one respect, so far from bringing strain to the central 
gold and dollar reserves, the sterling area has brought 
important new relief to them. Gold sales from sterling 
countries have acquired great importance. In 1956 sterling 
area gold sales in the London market amounted to £222 
million as compared with £176 million in 1955 (nearly 
offsetting the deterioration in the balance of the overseas 
sterling area in payments with the dollar area and Western 
Europe) and with sales of £138 million in 1954 and only 
£78 million in 1953. 

The steady expansion reflects both the growing impor- 
tance of the London market and the disappearance of the 
premium on the free gold price that used to deflect gold to 
other markets. The unofficial gold sales previously brought 
in their quota of dollars or other hard currency to the gold 
producing countries concerned, but probably a large part 
of the proceeds escaped the net of exchange control and 
therefore did not sustain the central gold and dollar pool. 
Now that “ free gold” shows no premium and London is 
clearly re-established as the most important and flexible of 
the free markets for gold, most newly mined gold from the 
sterling area finds its way to hoards or to monetary reserves 
via St Swithin’s Lane. Gold is sold in the London market 
only against registered sterling, which must be created by 
way of dollars or of gold itself. Such sales cannot involve 
a loss of gold or dollars. The gold so bought on foreign 
account can, however, be freely removed, so that London’s 
dollar account does not necessarily retain more than the 
commission. But on balance the market is proving to be a 
good source of strength. 


ERTAINLY the overseas sterling area does not bear any 
C collective responsibility for the pressure on sterling 
and the drain on the gold and dollar reserve last year. But 
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Canada 


Market Information 


For information on markets, 
sources of supply and other 
vital matters affecting trade with 
Canada, ask our Business 
Development Department. 


London Offices: 


6 Lothbury, E.C.2 
2 Cockspur St., S.W.1 


THE ROYAL BANK 
OF CANADA 


Incorporated with limited liability im Canada in 1869 













Over 870 branches in Canada, the West Indies, 
Central and South America 
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Taking the East 
into account 


Twenty-five years ago you would have found this ‘adding 
machine’ of antiquity in every eastern branch of The Chartered 
Bank. It was of particular use in calculating the intricacies of 
exchange rates which often fluctuated with great rapidity. Today, 
the abacus is being replaced by the slide rule and the electrie 
computer. The East is changing but The Chartered Bank remains 
in step, so that its knowledge of eastern trade, travel and invest- 
ment is always up-to-date. This knowledge and a century of 
experience sustain a complete banking service available through- 
out a branch system, which extends to most centres of commercial 
importance in Southern and South-East Asia and the Far East. 


THE 
CHARTERED BANK 


(Incorporated by Royal Charter, 1853) 


















HEAD OFFICE: 38 BISHOPSGATE, LONDON, E.C.2 
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THE 
Mercantile Bank 
of India Ltd 


For many years The Mercantile Bank of 
India has been intimately associated with 
the principal trading centres of the East 
and can supply to all interested exporters 
and merchants on-the-spot information 
relative to the state of markets, agency 
representation, financial and currency 
exchange problems. 
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Head Office : Mosley Street, Manchester 
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The Bank acts as Executor & Trustee 
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You'll find the answer in 
‘THE STANDARD BANK REVIEW’ 












This informative publication— issued monthly — contains 
current facts and figures about economic, commercial and 
industrial conditions throughout South, Central and East 
Africa. 

A copy of this helpful booklet will gladly be sent to 
any who contemplate extending or developing their interests 
in Africa. Please address your request to the Secretary. 


THE STANDARD BANK OF SOUTH AFRICA LTD 


HEAD OFFICE . 
10 CLEMENTS LANE, LOMBARD STREET & 77 KING WILLIAM STREET, LONDON ECG 
LONDON WALL BRANCH: 63 LONDON WALL, EC2 


WEST END BRANCHES 
9 NORTHUMBERLAND AVENUE, WC2 & SUFFOLK HOUSE, 117 PARK LANE, WI1 


750 offices throughout South, East and Central Africa 
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among its members some have been pulling against the 
reserve while others have contributed to it. The most 
important of the debtor countries using the reserve is un- 
questionably India. Within the calendar year 1956 it drew 
down its sterling balances by just over £150 million. In 
the year to April 1, 1957, the first year of India’s second five 
year plan, the net loss of sterling reserves amounts to nearly 
£200 million. This is after allowing for drawings from the 
International Monetary Fund amounting to $127 million. 
The $127 million was banked in London and therefore 
brought momentary relief to the gold and dollar figures, but 
was quickly drawn out again in the form of sterling. India’s 
drawing on sterling balances is known to have been used 
not merely to pay for goods delivered from the sterling area 
but also to finance imports from the United States and from 
the Continent of Europe. These either involved the conver- 
sion of sterling into dollars or (when cleared through the 
European Payments Union) helped to swell Britain’s deficit 
with the Union ; in practice that means an immediate gold 
loss equal to 75 per cent-of the amount so cleared and the 
addition of 25 per cent of the amount to Britain’s debt to 
the Union. 

The main compensation for India’s pressure on the gold 
and dollar reserve probably came from Australia, which 
within the last six months has achieved a spectacular recon- 
stitution of its sterling balances and has been helped in this 
by large sales of wool at favourable prices to the dollar 
world, Japan and the Continent of Europe. Earnings from 
the other traditional dollar commodities of the sterling area 
have not been so favourable. Tin on balance showed higher 
prices in 1956 than in 1955. But the cocoa of West Africa, 
the rubber of Malaya and the copper of Rhodesia, all fell 
in price in 1956. 

More recently, the fall in commodity prices must account 
for the much reduced height of this year’s peak commer- 
cial demand for sterling. Fortunately, however, the shortfall 
in these dollar earnings of the sterling area has to some 
extent been made good by the impressive expansion of 
Britain’s own exports to North America. In 1956, such 


BRITISH BANKING il 


exports showed an increase of £97.1 million, just 30 per 
cent, above 1955 and their progréssion has persisted in the 
early months of 1957. 


OOKING ahead at the calls that the overseas sterling area 
may make on the gold and dollar reserve, the main 
source is the voracious appetite for industrial development 
that so many of its members have acquired. India has in 
the past year provided the warning example of what may 
be expected—though now its own balance of payments 
crisis has at length imposed restraints on the five year plan. 
Development in Rhodesia and Nyasaland, centring 
around the Kariba scheme, but including also a large body 
of private investment by British industrial companies and a 
smaller volume by British property companies, will make 
heavy calls on Britain’s capital resources and to some 
extent on the gold and dollar reserves. If decisions are taken 
to go forward with the Volta scheme in Ghana, another and 
even greater drain on real resources and reserves will be set 
up. There are indications that before long Australia, 
Malaya and the proposed West Indian Federation will appear 
in the capital markets of the world. These capital develop- 
ments will for years introduce a strong capital transfer 
element into the sterling area’s balance of payments. The 


. World Bank and the new International Finance Corporation 


will find no lack of opportunity to provide dollar resources. 
Perhaps direct investments from the United States will also 
play their part. That, in effect, they did last year when the 
sale of the Trinidad Oil company to the Texas company 
transferred a British investment into American hands and 
thereby increased the dollar resources available for other 
investments in the sterling area. Even if all such hopes are 
fulfilled the obligation on the United Kingdom to go on 
providing a large contribution towards the overseas sterling 
area’s demand for capital will not be removed. And only 
by having a surplus and investing it in the Commonwealth 
can Britain in the long run remain the centre of financial 
and political responsibility within the Commonwealth. 


The Cost of an Account 


BY A CORRESPONDENT 


Banking costs—salaries, rent, overheads—are 
going up on the one hand ; electronics are 
coming in on the other. Can bank charges 
be held steady? 


the clearing banks recently disclosed, sotto voce, 

V4 that their consideration of the use of electronic 
methods had reached the stage of practical exploration of 
an agreed hypothetical system, the primary question in the 
minds of the public seems to have been: will electronic 
banking reduce bank charges ? That, certainly, was the 
reaction the banks feared. In an inflationary age, the banks 
will be quite satisfied if automation prevents charges increas- 
ing as much as they otherwise might. There is little enough 
chance that its introduction, necessarily over an extended 


period, can reduce the half guinea a quarter that some small 
customers find so irksome. 

The main impact of electronic methods in banking will 
be upon the salary bill, by far the largest item in the banks” 
running costs. Not so long after the announcement in 
March that electronic methods were being explored, there 
came a round of new salary increases ; these were of the 
order of six per cent and probably put between two and 
three million pounds on to the banks’ salary bill, involving 
in addition significant increases, present and “ retro- 
spective,” in the provisions to pension funds. - In 
banking as in other sectors of the economy, rising labour 
costs have had to be accepted as a permanent’ postwar 
phenomenon. Mechanisation on the conventional pattern 
has helped the banks to increase the proportion of women 
staff, and the introduction of electronics might help to main- 
tain that tendency. The turnover in women’s jobs is high, 
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but that keeps the average age very low and reduces the 
career element to a Minimum. But economies of this sort 
have never been adequate to offset the burden of rising 
costs. Hence the need to pass on some of those costs to 
the banks’ credit customers. 

Bank charges are always provoking controversy in which 
more heat than light is usually generated. A customer com- 
plains of excessively high charges on his account ; someone 
else suggests that he ought to change over to a Trustee 
Savings Bank or the Post Office ; somebody else again, 
signing himself “ Bank Manager,” contributes a comment 
from the other side of the counter ; more disgruntled bank 
customers join in. The argument can go on for some time, 
but it never really gets anywhere. In part this is because the 
banks do not join in ; but it is also because few people have 
any precise knowledge of the real profits of the banks, and 
they are not in the habit of joining in newspaper discus- 
sions ; thirdly it is because the man in the street does not 
appreciate that the banks are selling two quite different 
things, and that the profits on two different types of sale 
are mixed up together in the till. Charges on customers’ 
accounts cannot be considered in isolation from the banks’ 
“trading ” earnings—interest on loans and overdrafts, and 
dividends on their gilt-edged securities. Rising or falling 
interest rates powerfully affect the banks’ earning capacity ; 
but in all the clatter of occasional controversy on charges 
the rates charged for loans are seldom called in question. 
Interest rates seem to be widely accepted as being outside 
the banks’ control—acts if not of God at least of the 
Government. 


are in the main small customers with small credit 
balances. Carrying that inference a little further one may 
guess that they are often people who do not really need 
a full-dress banking account at all. It may be that conven- 
tional banking has already reached saturation point and that 
before the vast untapped moneys of the increasingly pros- 
perous wage earning class can be tapped by the banks, a new 
kind of “ bare bones ” service will have to be evolved. That 
is one of the question marks over the future of banking ; 
the point appertaining to charges. is that if the banks 
divorced their dual functions of provision of loans and pro- 
vision of a cheque system, the charges for the latter service 
in its present form would surely be higher than they are now. 
The view that the present level of charges is unjustifiably 
high can rest logically on only two broad contentions : that 
the banks’ earnings are exorbitant or that their administra- 
tion is inefficient. Few people would hold that bank staffs 
are paid excessively large salaries ; still less can extravagance 
be imputed to treatment of shareholders. Bank dividends 
are still remarkably littlek—generally less than one quarter— 
above their prewar level. That leaves hidden reserves, the 
secret allocations from true profits that the Companies Acts 
allow the banks to accumulate. These inner reserves 
are indeed'an embarrassment for the banks in more ways 
than one, for their staffs too make much of them in their 
claims for higher salaries—misled by some extravagant 
guesses at the amount of the reserves. Yet the sharp 
depreciation in the market value of the banks’ gilt-edged 
investments inflicted by the recent policy of dear money 
has provided a pointed indication of the necessity for such 
reserves ; few bankers could now agree that their cushion 
is over-padded. 
What. of bank management? For most people the 


as obvious inference from this is that the grumblers 
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only criterion of bank management must be their per-— 
sonal observation ; and the accusation of bad management is 
seldom heard. Equally, many travellers are not impressed 
with banking methods as seen abroad. A more reliable testi- 
mony to banking efficiency is the fact of competition. There 
are some who obstinately refuse to believe that there is any 
true competition at all amongst the English banks. But 
anyone who is at all near to banking knows better. The old 
days of cut-throat touting have passed ; but every bank 
watches the others with a jealous eye. It is competition 
amongst the banks that keeps bank charges reasonably 
uniform ; for competition is certainly keen enough to ensure 
that any bank that could profitably cut charges would be 
very glad to do so. 


HAT the bankers are silent on these matters—and indeed 
L on practically all matters concerning the business of 
banking—is of course a large part of the trouble ; customers 
are often irritated primarily because they do not understand 
the basis of their charges. But even explanations in person 
will not always resolve the problem. English banks have 
no fixed scale of charges. The charge is on turnover in 
some parts of the country, and on the number of entries in 
others—and both are liable to vary even between branches 
of the same bank. Charging, like banking, is an art rather 
than a science. But published scales of charges might be 
more satisfactory for public relations. 

Fixed and published charges are the rule in the American 
banks—and indeed in Scottish banks too. There is room for 
research into the real effect of English charging practice, 
which so long as it is based on “ professional ” rounded-off 
guineas and fractions of guineas is open to criticism by those 
who do not accept that their bank manager and their solicitor 
can properly charge in the same way. But it seems likely that 
those most vocal in complaints would suffer from the intro- 
duction of fixed scales. Most managers must be inclined to 
temper the wind to their shorn lambs. 

Even today, however, there does seem to be some general 
basis of charging, suitably adjusted to special circumstances. 
The manager, when he assesses the charges on a private 
account, may have to bear a whole complex of factors in 
mind: the balance maintained on the account ; the value 
of connected accounts ; the possibility of future profit if a 
presently unprofitable account is “nursed” ; the number 
of “free” services the customer is using (that unwieldy 
deedbox, perhaps, visited at great inconvenience to the staff 
once a month on the busiest day of the week) ; even, per- 
haps, the fact that the customer is having a particularly 
hard time, with two boys at public school and an invalid 
wife. But these disparate considerations are likely to be 
operating upon a starting figure something like one shilling 
per entry. Ten years ago the figure might have been nine- 
pence. 

All things considered, that is not a bad record. The 
right and proper answer to complaints (though no banker 
will ever make it) may after all be that of the second letter 
in our typical correspondence : go to the Post Office Savings 
Bank, which provides an excellent deposit-and-withdrawal 
service and at least the essentials of a transfer service—and 
pays interest, too. It represents a challenge to the banking 
system, for it offers a choice of economy against quality of 
service. The electronic computer thrives on quantity. 
Perhaps its main contribution to the evolution of banking— 
and bank charges—will come when it enables the banks to 
produce a small man’s cheap utility model of a banking 
account. <j 
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THE 
HONGKONG AND SHANGHAI 
BANKING CORPORATION 


CAPITAL PAID UP 
$25,000,000 (£€1,562,500) 


: RESERVE FUND 
$128,000,000 (£8,000,000) 


TOTAL ASSETS 


$3,430,299,703 
(£214,393,731) 


Head Office: Hong Kong 


Chairman: C. Blaker, M.C., E.D. 
Chief Manager: Michael W. Turner 


London Office: 9 Gracechurch Street, E.C.3. 


Offices in New York, San Francisco, Los Angeles, Hamburg, 
Paris and throughout the Far East. 


























UP-TO-DATE INFORMATION ON THE 


MARKET 


The Bank of Montreal invites enquiries from all 
who seek the latest facts about trading conditions 
and business opportunities in Canada. With 
over 700 branches throughout the country the 
Bank has its fingers on the pulse of Canadian 
commercial life, and can provide the information 
essential to successful business in that rapidly 
expanding market. 


BANK OF MONTREAL 


s 
Incorporated in Canada in 1817 with limited:liability 


Main London Office: 47 Threadneedle Street, London, E.C.2 
Head Office: MONTREAL 
Assets exceed $2,700,000,000 














Geared to Give.. 


EFFICIENT 
MODERN BANKING 
SERVICE 
AT MORE THAN 
700 OFFICES 


THROUGHOUT 
AUSTRALIA 
AND 
NEW ZEALAND 





THE COMMERCIAL BANK 
OF AUSTRALIA LIMITED 


London Office: 12 Old Jewry, E.C.2. 
Telephone Monarch 8747-9. Telex No, 2-2652, 
West End Branch; 34 Piccadilly, W.1. 
Telephone Regent 0646-8. 























Brown, Suptey « Co. Lap. 
LONDON 

FOUNDERS COURT Tel.: MONarch 9833 (14 lines) 

LOTHBURY, E.C.2 Telex: For Ex. 28623 


General 23492 
FOUNDED 1810 








A complete International Banking Service 
Covering: Commercial Credits 
Foreign Exchange 
Overseas Collections 
Dividends Collected 
Deposit and Current Accounts 


Executor and Trustee Department 








CORRESPONDENTS IN 
THE UNITED STATES OF AMERICA 


BROWN BROTHERS HARRIMAN & CO. 
NEW YORK PHILADELPHIA BOSTON 
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Be a jump ahead 
in the Australian market... 


From a ‘Manchester 
Guardian’ leader of 


April 2, 1957:— 


“In many cases, the 
only real hope that 
British firms have of 
capturing a good 
share in the Austra- 
lian market is to es- 
tablish branches in 
that country. Several 
advantages follow 
automatically. Not 
only will there be a 
supply of spare parts 
available immediate- 
ly, but there will be 
a better chance, 
through shorter ship- 
ping, distance, of sup- 
plying customers in 
New Zealand and 
South-East Asia. 
Some firms have al- 
ready jumped to this 
opportunity, but far 
too few.” 


The views expressed by the 
Manchester Guardian are 
worthy of consideration by 
many manufacturers who wish 
to maintain or develop sales 
in the growing markets of 
Australia and New Zealand. 
The Bank of New South Wales 
will gladly assist you with 
information about local con- 
ditions in Australia. 

As a first step we invite you 
to write for our booklet 
“Establishing a Business in 
Australia”. 


... with the help of the 
Bank of New South Wales 





Matn LONDON OFFICE: 

29, THREADNEEDLE Street, E.C.2 

D. J. M. FRAZER: Manager 

Uincorporated in Australia with Limited Liability) 


- +» ALL OVER AUSTRALIA 
AND NEW ZEALAND 
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Geared to Adventure 


A great deal can be learned in 130 years—the length 
of time during which we at the National Bank have been 
geared to Scotland’s commerce and industry. 

Today we are more closely integrated with that great 
adventure than ever before. We are ready to provide not 
only information about markets and conditions at home 
and overseas but also the relevant facilities for carrying 
transactions through, and we maintain banking contacts 
throughout the world. 


E 


NATIONAL BANK OF SCOTLAND 


LIMITED 


Head Office : EDINBURGH 


LONDON OFFICES: 
City Office : 
37 Nicholas Lane, Lombard Street, E.C.4 
West End Office : 
18-20 Regent Street, Piccadilly Circus, S.W.1. 


























HENRY 
ANSBACHER 


AND COMPANY 


Bankers 


117 BISHOPSGATE LONDON’ EC2 
Telephone AVENUE 1030 


Telegrams: Ansbacher, London Telex : London 28521 


Enquiries relating to Ere should be addressed to 
AnsBACHER & Co. Ltp. 85 Metrion Square, Dublin, Eire 
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Clearer Skies in Australia 


Australia’s external payments are now in better 
trim ; but a country subject to such wide 
fluctuations of economic fortune needs strong 
weapons of central bank control. The 

problem is to create them in a form 

acceptable to the trading banks 


URING the past year Australia’s balance of payments 

has passed through one of those sharp fluctuations of 
fortune that have characterised the Commonwealth’s 
economy throughout the postwar period. Out of the post- 
Korea export boom in 1950-51 developed the import spree 
of 1951-52—a spending orgy of such intensity that could 
be quelled only by the imposition of general import restric- 
tions. These have been more or less intensively applied 
ever since. In 1953-54 they restored a state of internal 
and external balance in the Australian economy ; but then 
came lower wool prices and a new upsurge of domestic 
inflation, with the attendant balance of payments deficits 
of 1954-55 and 1955-56, and import controls had again to 
be sharply tightened. By the time that they were beginning 
to show their effects, in the third quarter of 1956, wool 
prices had again started to stage a sharp rise, and this has 
continued throughout the current season. A bigger wool 
clip, growing exports of manufactures, semi-manufactured 
goods and minerals, and a temporary increase in wheat 
exports following last year’s bad harvests in Europe are 
together producing a big rise in Australia’s export earnings 
for 1956-57. These are likely to be at least as big as the 
exceptional figures recorded in 1950-51. 

Could the sequence of events that followed that boom be 
repeated now ? Higher wool prices seem now to be much 
more soundly based than were the much higher prices of 
1950-51 ; but there is also good reason to believe that 
Australian monetary policy has benefited from lessons 
learned in earlier years. The previous boom was allowed 
to result in a multiple expansion of bank credit, and this, 
i conjunction with artificially low interest rates, successive 
increases in the basic wage and higher governmental and 
private spending, provoked an increase in imports that could 
not be sustained when exports fell, and could only be 
brought in check by the imposition of severe import controls 
after a dangerous depletion of Australia’s external reserves. 

By contrast, the corrective measures taken in the face of 
the 1956 deficit included strong monetary, as well as 
budgetary, measures. A general upward movement of 
interest rates occurred, in part because the large measure 
of official support that had hitherto been given to the bond 
market was withdrawn. Certain increases of indirect taxa- 
tion in the “ Little Budget ” of March, 1956, did something 
to curtail private spending, especially on consumer durable 
goods and on cars in particular. These measures helped to 
remove most or all of the excess of demand that had been 
the root cause of the balance of payments deficits of the 
two previous years. They reinforced the corrective effect 





on the balance of payments of the severe import controls 
imposed in 1955 and 1956. When exports began consider- 
ably to improve late in 1956 and early this year the Aus- 
tralian government felt that it could go a fair way in relaxing 
import controls. If export receipts and the inflow of 
capital continue to run as favourably as they are now 
running, it ought to be possible to carry much further the 
process of removing the import controls. One essential 
condition will be that credit must be kept reasonably tight 
in Australia ; if not, the removal of more import controls 
might lead yet again to an unmanageable rise in imports. 


HE difficulties of keeping credit tight have been in- 
e creased by the considerable rise in the liquidity of the 
trading banks in Australia. This follows from the im- 
proved export surplus of the past nine months or so, for 
rising exports and falling imports have enabled both ex- 
porters and importers to repay advances on a considerable 
scale. Part of the rise that would otherwise have occurred 
in the banks’ liquidity has been offset by very large calls 
by the Commonwealth Bank to their Special (“frozen ”) 
Accounts with that institution ; these calls amounted to 
£A12 million in November and totalled as much as {A50 
million in the first quarter of 1957. Despite this immo- 
bilisation for the time being of much of the rise in their 
liquid resources, the banking system’s “ LGS ratio” (the 
ratio of liquid assets and government securities to deposits) 
recovered from a low point of 17} per cent in May, 1956, 
to 244 per cent in March this year, and though it fell in 
April to 21 per cent, presumably for seasonal reasons, that 
was well above the uncomfortably low figure of 18 per cent 
of the previous April. The trading banks would normally 
feel that with such an easy liquid position they could allow 
some expansion in advances ; their customers’ demands for 
credit are likely to become strong, for a rise in imports is 
following the relaxation of import controls, and it may be 
further encouraged by recent increases in the basic wage 
for workers on Federal awards. 

To discourage such a rise in advances the Commonwealth 
Bank instructed the trading banks last month that although 
they need make no further contraction in their advances 
they should avoid any general expansion, apart from 
seasonal variations. Even though monetary and budgetary 
policy—in combination with the favourable movement of 
wool prices—has accomplished the first task of improving 
the balance of payments and arresting domestic inflation, 
the need now is to ensure that higher export incomes do 
not bring about the sort of violent increase in domestic 
demand that occurred in 1950-51. Australia’s monetary 
authorities take the view that the economy is now in a state 
of balance that would be imperilled by any further expan- 
sion of credit. For this they have been criticised as being 
unduly cautious ; but past experience shows good ground 
for erring on the side of caution. It is important that 


Australia’s external reserves should be at least maintained 
at their present level of slightly above £ A500 million, keep- 
ing their rise of {A150 million in the past year. They are 
the only buffer against the possibility of a future fall in 
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export receipts. If the amazing run of ten good seasons 
were to be interrupted there could be real trouble. Many 
areas are now threatened with drought conditions, though 
the effects are not uniformly serious. Weather conditions 
as well as wool prices may well be among the factors that 
will guide the Commonwealth Government later this year 
on any further relaxation of import restrictions and any 
expansion of bank advances. ' 

The efficacy of the control of bank advances in Australia 
by use of the Special Accounts has been qualified by the 
readiness of individual banks to allow wide variations in 
the ratio of their liquid assets to deposits, as well as by the 
absolute differences in this ratio maintained by different 
banks. Between 1953 and 1955 the Commonwealth Bank 
tried to secure the banks’ adherence to a convention that 
they would keep an average ratio of 25 per cent, subject 
to seasonal variations, between cash and treasury bills plus 


government securities and total deposits ; and it made con- 


siderable releases from Special Accounts in the hope that 
they would do this. In the event, the liquidity of the trading 
banks fell well below the 25 per cent ratio partly because of 
the unforeseen use of previously unexercised overdraft 
facilities by bank customers which offset the restriction that 
the banks imposed on new advances and partly because the 
banks were unwilling to hold such a large volume of liquid 
resources in relation to deposits. During 1956 the Common- 
wealth Bank therefore abandoned its earlier policy and 
secured instead the banks’ agreement to a much weaker 
conventional ratio. They have undertaken to maintain a 
minimum “ LGS ” ratio (as distinct from a seasonal average) 
at a much lower level ; this minimum level has not been 
published, but is believed to be somewhere near 14 per 
cent. Most of the banks would not wish their ratios to 
fall to so low a figure, but it is at least higher than the level 
to which several banks allowed their ratios to fall during 
the period of maximum strain on their liquidity a year or 
so ago. The adoption of this minimum ratio policy does 
not amount to a new and sensitive weapon of central bank 
control in Australia, but it may represent a minimum agree- 
ment from which some advance towards common banking 
policy will be possible. The noticeably closer co-operation 
between the Commonwealth Bank and the trading banks 
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in recent months points in this direction. There is, more- 
over, a wider acceptance of the principle that banks that 
have to borrow from the central bank because they find 
themselves uncomfortably illiquid after meeting calls to 
Special Accounts imposed by the Commonwealth Bank to 
bring about a contraction in the banking system as a whole, 
must be prepared to pay a penal rate. 


URRENT proposals to amend the banking legislation 

(now accepted by the government) must be considered 
against this background. The new amendments are not 
expected to be introduced in Parliament until August or 
September. The main effect will be to complete the separa- 
tion of the Commonwealth Bank from the Commonwealth 
Trading Bank by removing the two links that the 1953 Act 
preserved between them—both remained under the authority 
of the same Governor and Bank Board, and exchanges of 
staff between the two institutions could readily take place. 
The private trading banks have long felt that the Common- 
wealth Trading Bank has enjoyed a specially favoured posi- 
tion. But it is conceivable that the complete severing of its 
links with the central bank would lead it to compete more 
strongly with the trading banks ; it has in fact felt under 
some restraint by its relation with the Commonwealth Bank 
from fighting too fiercely for business. It is not yet known 
whether the Commonwealth Savings Bank will be placed 
under the control of the Commonwealth Bank or the 
Commonwealth Trading Bank. 

The other amendment sought by the private trading 
banks is the replacing of the Special Accounts system by 
statutory minimum reserve ratios. The implications of any 
such change would depend upon the ability of the central 
bank to raise the banks’ statutory minimum reserve ratio ; 
certainly the trading banks would gain little if the Common- 
wealth Bank were to be given a virtually unlimited power 
in fixing reserve ratios of the kind that has been introduced 
in New Zealand. It is not going to be easy to reconcile 
the desire of the trading banks to curb the powers of the 
central bank with the manifest need for strong weapons of 
central bank control in a country subject to such sharp 
fluctuations of fortune as Australia. 


The Union Makes its Way 


The inflow of foreign capital has fallen to a 


trickle, but thanks to past development South 
Africa is able to keep its accounts in good 


shape. Even if foreign capital remains coy, 


economic progress seems assured 


OUTH AFRICA has preserved its economic health over 
the past few years in face of the severe pressures 

on external and internal finances arising from events 
beyond its shores. That achievement lies partly to the 
credit of the care with which the Union authorities have 


devised and implemented their policies. But it also demon- ° 


strates the striking progress towards financial independence 


that the country has achieved and the tremendous efforts 
that have been made in capital development since the end 
of the war. 

Any economist looking at South Africa at the beginning 
of the fifties might have deduced that there were two events 
almost certain to plunge the country into severe economic 
crisis in the years immediately ahead—a substantial advance 
in world merchandise prices without a corresponding in- 
crease in the official price of gold, and the interruption of 
the inflow of capital from other countries. With almost 
half of the Union’s foreign exchange income coming from 
newly mined gold, the first of these apprehensions pointed 
to a potential deterioration in South Africa’s terms of trade 
that would widen in a crippling way the deficit that the 
Union had since the end of the war constantly shown on 
current account with the rest of the world—a gap that was 
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For advice about 
Australian Affairs 













and for information 
and assistance on all 
VW matters concerning 
Australian finance, trade and travel, you are 
invited to use the services of The English, 
Scottish & Australian Bank, Ltd. With nearly 
500 branches. and agencies throughout 
Australia and correspondents in all parts of 
the world, the Bank is able to provide com- 
plete banking facilities. 
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THE ENGLISH, SCOTTISH 
& AUSTRALIAN BANK, LTD 














5 GRACECHURCH STREET, LONDON, E.C.3 
J. A. CLEZY, GENERAL MANAGER IN LONDON 
WEST END BRANCH: 8/12 BROOK STREET, W.1. 
CHIEF OFFICE IN AUSTRALIA: 
COLLINS STREET, MELBOURNE 
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H. G. ENSTEN, GENERAL MANAGER IN AUSTRALIA 


A complete banking service, 

special departments for 

foreign exchange, income tar 

and executor and trustee 
business 





THE 


NATIONAL BANK 


LIMITED 


13-17, OLD BROAD STREET, LONDON, E.C.2. 


(MEMBER OF THE LONDON BANKERS’ CLEARING HOUSE) 


LIVERPOOL : MANCHESTER : CARDIFF, ETC. 
34 & 35, COLLEGE GREEN, DUBLIN 
BRANCHES AND SUB-OFFICES THROUGHOUT IRELAND 





AGENTS and CORRESPONDENTS 
ALL OVER THE WORLD 























MERCHANT BANKERS 
EsTABLISHED 1836 
53, CORNHILL, 
LONDON, E.C.3. 









GUINNESS & MAHON 


17, COLLEGE GREEN, 
DUBLIN 



























GUINNESS MAHON 















GUINNESS, MAHON& CO. 


REPRESENTATION CO. INCORPORATED 


115, BROADWAY, NEW YORK 6, N.Y., U.S.A. 





















CREDIT 
LYONNAIS 


Limited Liability Company incorporated in France 


Ezz? 






LONDON =4Q LOMBARD ST., E.C.3 
WEST END BRANCH 

25/27, CHARLES Il STREET, HAYMARKET, S.W.1 

Private Safes for rental at- this Office 





ALL BANKING TRANSACTIONS 








TRAVELLERS’ CHEQUES ISSUED IN FRENCH 
FRANCS PAYABLE AT ALL BRANCHES OF THE 
BANK IN FRANCE AND THE FRENCH FRANC AREA. 





BRANCHES IN EGYPT AND THE SUDAN, NORTH 
AFRICA, FRENCH WEST AFRICA, AND IN SYRIA 





AFFILIATIONS IN 
BRAZIL, LEBANON, PERU, PORTUGAL, REUNION 
ISLAND AND VENEZUELA. 
Central Office: PARIS Head Office: LYONS 




























Banking Services in 


New Zealand 


BANKERS and their customers who require a com- 
prehensive banking service covering financial, trade or 
travel requirements are cordially invited to avail them- 
selves of the facilities provided at over three hundred 
and eighty Branches and Agencies and a special Trade 
Enquiries Department at Wellington of the 
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BANK OF 
NEW ZEALAND 


The Bank that conducts the largest 
banking business in the Dominion 


HEAD OFFICE: WELLINGTON, N.Z. 
R. D. MOORE, General Manager '* 


1 QUEEN VICTORIA STREET, E.C.4 
A. R. FRETHEY, Manager A. E. ABEL, Assistant Manager 


Branches also in MELBOURNE and SYDNEY (Australia); APIA 
(Samoa); SUVA, LAUTOKA, LABASA, BA and NADI (Fiji) with 
agencies at Marks Street, Suva, and Nausori. 


LONDON OFFICE: 


Incorporated with Limited Liability in New Zealand in 1861 
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KLEINWORT, SONS & C€O., LTD. 






BANKERS 















Established Cuba 1792 and London 1830 


ACCEPTANCE CREDITS 
FOREIGN EXCHANGE 
CAPITAL ISSUES 
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20 FENCHURCH ST., LONDON, E.C.3 
and LIVERPOOL 
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Mansion House 1534 Liverpool Central 3434 
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THE BRITISH BANK 
OF THE MIDDLE EAST 


Incorporated by Royal Charter 1889 


HEAD OFFICE : 7 KING WILLIAM STREET, LONDON, E.C.4 
Mansion House 2643 (6 lines) 








CAPITAL FULLY PAID £1,500,000 - PUBLISHED RESERVES £1,953,246 





CHAIRMAN; Sir Dallas Bernard, Bart. 


DEPUTY CHAIRMAN: GENERAL MANAGER: 
G. C. R. Eley, c.s.2. H. Musker, 0.8.£., M.c. 


BRANCHES 
ADEN * INDIA - IRAQ * JORDAN - LEBANON 
LIBYA - SAUDI ARABIA + SYRIA - KUWAIT * BAHRAIN 
DOHA * DUBAI - SHARJAH * MUSCAT 
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has suffered both misfortunes simultaneously. World 
merchandise prices have been rising steadily under the 
stimulus of inflation, with the result inat the country’s im- 
ports now cost in foreign exchange terms—item for item— 
about a third more than they cost in t950 and almost 50 per 
cent more than they cost in 1948. Yet South Africa’s pleas 
for a higher international gold price have fallen on deaf 
American ears. Gold remains at $35 per ounce and the 
Union’s export Prices have risen much less than the prices 
of the goods it imports. 

The capital account in the Union’s balance of payments 
has been hit by a combination of adverse developments. 
Fears in many countries that the Nationalist government’s 
racial policy would eventually produce serious political un- 
rest have made investors in other countries less willing to 
use their funds in South Africa. Simultaneously, the 
rooted American objection to a higher gold price turned 
investors away from gold shares, for rising costs were plainly 
making their mark. And the decision of many foreign 
governments to embark on dearer and tighter monetary 
policies from the beginning of 1955 meant that the pull 
of the Union’s capital market on overseas money supplies 
was materially reduced. South African interest rates have 
ceased to look as attractive as they did in the early fifties. 
And the amount of money available for foreign investment 
in the countries that traditionally finance South Africa has 
dwindled. For example, earlier in the 1950s it used to 
be possible to draw substantial capital each year from 
Britain and Switzerland. But over the past year or two 
the flow of funds from those countries has been negligible. 
Indeed, for a time in 1956 interest rates in London were 
higher than in South Africa, and there was a tendency for 
short-term funds to leave the Union in volume. 

The net result of these developments has been that the 
shrinkage in the flow of capital into the Union, already 
evident. in the early 1950s, has been accentuated. 
In 1956 the inflow of private funds into the country 
was a mere £5 million. And as there was some 
net repayment of official borrowing, there must have 
been a small net movement of money from the Union to 
other countries.. In the preceding year the net inflow of 
private capital had been limited to £14 million, compared 
with an average of just under £40 million for 1953.and 1954. 


; although South Africa’s terms of trade have 

\ worsened and although the inflow of capital has virtu- 
ally stopped, the country’s economy has been maintained 
in better shape than have the economies of countries that 
have not suffered those misfortunes: Externally, the Union 
ran into a little trouble towards the close of 1955 and in the 
early months of 1956, owing to the outflow of capital. The 
official gold and foreign exchange reserve, which stood at 
£130 million at the end of 1955, had dropped to £110 
million by the middle of last year. By the end of 1956 
however it rallied to the end-1955 figure and since the 
beginning of this year it has risen a little further. Internally, 
there are few signs of the inflation with which so asamy 
other countries are still struggling. 

Official policy has been sensible. -In the external -sector, 
the authorities have moved carefully in the direction of 
relaxing import restrictions ; the country was not encour- 
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being bridged through the late forties with a large inflow of 
external capital. 

It happens that during the past few years, South Africa 


aged to buy more than its foreign exchange income would 
stand. For a time, limited restrictions on the flow of short- 
term money out of the country were imposed to counter 
the pull of high interest rates abroad on local funds. 
Internally, care was taken to keep economic activity damped 
down sufficiently to ensure that resources were not over- 


strained. Monetary, fiscal and other weapons have all been 
used. 


UT it is hardly conceivable that the Union would have 
emerged in such good shape from the trials of the past 
two years had it not been that during this period the inten- 
sive capital development of earlier years began to bear 
fruit. Externally, the fruits are being reaped in several 
directions. First, the heavy spending on the new gold- 
fields in the Orange Free State, the Klerksdorp area and 
the Far West Rand has brought material expansion to South 
Africa’s gold exports despite the rising costs and the dwind- 
ling production of the older areas of the Rand. Last year 
South Africa’s sales of gold all but reached £200 million, 
a rise of a third compared with three years earlier. Secondly, 
uranium is producing an increasing overseas income, and 
this combined with an increase in other exports has raised 
the total sales abroad of merchandise exports in-roughly the 
same proportion as exports of gold. Finally, the develop- 
ment of a wide range of secondary industries within the 
Union has reduced the country’s dependence upon foreign 
manufactures, so that the increase in imports has been 
relatively modest notwithstanding the considerable increase 
in spending power within the country. 

Thanks to the increase in domestic production of con- . 
sumer goods, broad equilibrium has been maintained 
between the supply of goods and public spending power. 
So smoothly has this aspect of policy worked that recently 
the Governor of the Reserve Bank, Dr de Kock, felt it safe 
to relax the restrictions on bank lending imposed in 1955-56 
and also to make “a change of emphasis from restriction to 
encouragement of private initiative and private enterprise.” 

The clear implication in the changes in South Africa’s 
economy over the past few years is that the country is now 
within sight of financial independence. The outlook for the 
balance of payments remains favourable, for it is expected 
that export earnings from both gold and uranium will con- 
tinue to rise during the next few years. It should therefore 
be possible for the Union to maintain its economic health 
without any appreciable net inflow of money from overseas, 
though foreign capital will naturally still be welcomed. 
South Africa’s economic resources are not yet fully tapped 
and, with the aid of more foreign capital, it would be pos- 
sible to develop this much faster. But whether such capital 
is forthcoming or not, a reasonable rate of economic 
development could be maintained. 

The period that has seen the Union moving towards 
financial independence has also seen important moves 
to improve the country’s internal financial machinery. 
Towards the end of 1955 a new institution—Union 
Acceptances—was set up by private interests for the purpose 
of laying the foundations for a domestic money market. 
More recently, the Reserve Bank Governor has revealed 
that, as a sequel to the official decision to give the “ green 
light ” for capital spending, steps were being taken to create 
a new industrial finance corporation. Its task will be to 
mobilise local short-term funds to promote a stronger 
industrial structure. 
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India’s Payments Predicament 


Shortage of foreign exchange threatens to retard, 
if not halt, India’s five-year plan. More foreign 
credit and capital are essential; but the 

lenders are nervous of India’s socialist 
innovations and not convinced that the plan is 


within its capacity. 


URING the past year the Indian banking system has fully 
D reflected the increasing pressure which the second 
five-year plan is placing upon India’s economy. It would be 
an exaggeration to say that by mid-1957 the country’s 
resources were stretched to the absolute limit ; but certain 
unmistakable danger signs have appeared at intervals 
throughout 1956-57. In particular rising prices and grow- 
ing strain on the balance of payments provide strong indica- 
tions that the pace of the plan has been too hot and that the 
economy is being required to do too much in too short a 
time. This fact seems to have been tacitly recognised in the 
first budget of the new parliament, introduced by Mr Krish- 
namachari on May 15th. Indeed, the budget white paper 
made no bones about it, and the Finance Minister himself 
spoke of the need for “some re-phasing of the Plan ”— 
though he indicated that there could be no abandonment of 
what he called its “ core ” i.e. the steel, coal, transport and 
ancillary power projects. 

But even the core of the plan, whether measured in money 
or real resources, represents a formidable figure and on this 
only the initial down payments have been made during 
the past year. The further instalments that become due as 
the plan proceeds have yet to be arranged ; it is not surpris- 
ing that the present atmosphere in Indian banking and 
finance should be rather tense and anxious. 

Broadly, India’s problem can be divided into two parts: 
the first is to mobilise sufficient internal resources to carry 
the plan to completion without breaking the back of the 
economy and setting up unmanageable inflationary pres- 
sures ; the second is to acquire sufficient foreign exchange 
to finance a high and increasing level of imports of capital 
goods from the West for the rest of the plan period, which 
runs until 1961. While the banks may be said to be directly 
interested in both halves of the problem they are a good deal 
more involved in the first than in the second—that, by and 
large, is a matter for the Indian Government to solve. 
Meanwhile they can only view with anxiety the progressive 
using up of India’s foreign assets, which has been rapidly 
accelerating since March, 1956. 

In token of a protracted period of monetary strain, the 
Reserve Bank of India announced an increase in bank rate 
from 33 per cent to 4 per cent with effect from May 16th 
last. In former, easier going days, the Indian money market 
ended its “ busy season” by about the middle of April in 
each year ; by that date banks and shroffs, and the chain of 
miscellaneous middle men who join the agriculturist to con- 
suming markets at home and abroad, lowered their rate for 
financial accommodation. This traditional pattern of lend- 
ing and borrowing, which persisted for the best part of a 
hundred years, has now disappeared and the so-called “ busy 


season” (i.e. December to April) is tending to become 
longer and longer. This may mark the fact that the Indian 
economy is moving rapidly forward. But inevitably it calls 
for some redeployment of banking resources, not only to 
finance seasonal crop movements but in addition to make 
a substantial credit contribution to the import of capital 
equipment and the cost of an ambitious state development 
programme. It is not surprising that the resources of the 
commercial banks have been strained to the utmost during 
the past year. During 1956 the expansion of bank credit 
to the public and private sectors of the economy was con- 
siderably larger than in the previous year; net credit 
extended by the Indian banking system to the government 
increased by Rs 243.6 crores* in 1956 against an increase of 
Rs 146.1 crores in 1955, whilst the private sector received 
a net increase of Rs 49.8 crores in 1955. The private sector 
is moving into the position of junior partner, and the govern- 
ment has become the major spender making the largest 
demands on the country’s credit mechanism. 


UT apart from appropriating to itself the lion’s share of 
B the expanded bank credit, the Indian Government has 
proceeded by a series of fiscal innovations to apply the 
biblical paradox to them that have shall be given and from 
them that have not shall be taken away. The Finance 
(No.3) Act of 1956 requires certain deposits to be made 
by specific classes of companies representing a percentage 
of income plus depreciation allowances. Though banking 
companies, general insurers and electric supply companies 
are exempt, practically all industrial and trading concerns 
of any size fall within the scope of the legislation. Rules for 
the enforcement of the act have been drafted and redrafted, 
the latter process being to make the government’s intention 
“clearer” than it was last autumn when a spokesman of 
the Finance Ministry said it was expected that the new im- 
post would produce between Rs 25 crores and Rs 30 crores 
of deposits in a year. As their surplus funds are usually 
committed to stocks or plant or other trading needs, com- 
panies will inevitably have to borrow from their bankers 
to make the prescribed deposits on the due date and thus 
the government will drain off a further proportion of the 
finance that ought to be available to trade and industry as 
working capital. Now, to crown this, comes the Wealth 
Tax, applicable to both companies and individuals though 
banking, insurance and certain finance companies are 
excluded from its operation. For companies a flat rate of 
4 per cent will be charged on net wealth in excess of Rs § 
lakhs and the whole tax is expected to yield Rs 15 crores 
of revenue in a year. It represents, in fact, an annual 
capital levy, the cumulative effect of which must be to 
contract the resources of companies and increase their 
recourse to bank finance. 

Commending last month’s budget to the Indian Parlia- 
ment Mr Krishnamachari defined his dual responsibility: 
“ The task before us is not merely of raising resources for 
the immediate needs of the plan—we are pledged to move 
in the direction of a socialist society.” If government 











* One crore=10 million rupees = £750,000 ; one lakh = 100,000 
rupees = £7,500. 
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Exporting ? 


... then we can help you! 





India, Pakistan, Ceylon, Kenya, Uganda, Tanganyika, Aden, 
Zanzibar and Somaliland Protectorate . . . these are all 
markets for British goods; but only for the right goods at the 
right price. The National Bank of India has branches in all 
these territories, and the British Exporter is thus provided not 
only with a full range of banking services but also with vital 
information on such subjects as the local demand for his pro- 
duct and the buying habits of his potential customers. For 
importers, too, the bank provides a comprehensive informa- 
tion service based on ‘on-the-spot’ reports from its branches. 

Similar services are also available in Northern and Southern 
Rhodesia at branches of Grindlay’s Bank, with whom amal- 
gamation will shortly take place. 


THE NATIONAL BANK 
OF INDIA LIMITED 


Head Office: 26, Bishopsgate, London, E.C.2 

West End (London) Branch, 13 St. James’s Square, S.W.1 
General Manager: W. Kerr 
Assistant General Manager: H. D. Cayley 


Bankers to the Government in : 
ADEN, KENYA COLONY, UGANDA, ZANZIBAR 
and SOMALILAND PROTECTORATE 


Deputy General Manager: G. T. Gillespie 







































3,000,000 square miles — about the 
size of Europe or the U.S.A. — widespread 
industrial development — a rapidly 
increasing population — a continent which offers 
undoubted scope and opportunities to British enterprise. 


The National Bank of Australasia with over 845 Australian 


branches and offices is able to provide a full and efficient 
banking service, including undertaking 
industrial surveys, arranging business introductions 
and providing information on any aspect of Australian affairs. 
If you are interested in Australian opportunities contact 


THE NATIONAL BANK OF AUSTRALASIA LTD. 


(Incorporated in Victoria). Over 845 branches and offices throughout Australia. 
Assets £286 million. 


Head Office: 271-279 Collins St., Melbourne. London Office: 7 Lothbury, EC2 
Information Department: 8 Princes Street, London, EC2 


Your best 


introduction to Australia 

















BRITISH & FRENCH BANK 


LIMITED 





CAPITAL AUTHORISED anpb FULLY PAID £1,000,000 


LONDON 


IMRIE HOUSE, 33/6, KING WILLIAM STREET, E.C.4 
TELEPHONE: MANSION HOUSE 5678 


NIGERIA 
BRANCHES AT 

LAGOS, KANO, PORT HARCOURT, EBUTE METTA 

and APAPA 


Affiliate of the 


BANQUE NATIONALE POUR LE COMMERCE ET L’INDUSTRIE 
PARIS 


Branches and Affiliates of the “ B.N.c.1. GRouP ” are also 
established throughout the FRENCH UNION and in BELGIAN 
CONGO, CAMBODIA, SOUTH VIETNAM, URUGUAY, COLOMBIA, 
MEXICO, PANAMA, LEBANON, SYRIA, IRAQ and SWITZERLAND. 


We invite your enquiries in connection with your business 
with these territories. 







































PHILIP HILL, HIGGINSON 


& CO. LIMITED 


BANKERS 


34 MOORGATE, LONDON, E.C.2 





PHILIP HILL, HIGGINSON & Co. (AFRICA) LIMITED 


80, Commissioner Street 


JOHANNESBURG 











































THE BRITISH LINEN BANK 


Incorporated by Royal Charter 1746. 





HEAD OFFICE: 
38 ST. ANDREW SQUARE, 
EDINBURGH 2. 


Principal GLASGOW Office: 
110 QUEEN STREET, C.1. 


A Scottish Bank, steeped in tradition, 
yet providing a completely modern and 
comprehensive banking service. 


LONDON OFFICES: 
City Office : 
38 THREADNEEDLE STREET, E.C.2. 


West End Branch : 
198 PICCADILLY, W.1. 









BRANCHES THROUGHOUT SCOTLAND 









Affiliated to Barclays Bank Limited. 








ALEXANDERS DISCOUNT 
COMPANY LIMITED 


24, LOMBARD STREET, LONDON, E.C.3 


CAPITAL PAID UP- -  £2,600,000 
RESERVES- - - = £2,167,000 








£4,767,000 
DIRECTORS : 
SIR ERIC GORE BROWNE, D.S.O., O.B.E., T.D., 
Chairman. 


JOHN PATRICK RIVERSDALE GLYN (Deputy Chairman) 
ROBERT ALEXANDER 

THE RT. HON. LORD BALFOUR OF BURLEIGH, D.L. 
MARK DINELEY 

SEYMOUR JOHN LOUIS EGERTON 

ALAN RUSSELL 





MANAGER ;: 

SIR ANTONY MACNAGHTEN, BART. 
DEPUTY MANAGER : CHARLES C, DAWKINS 
ASSISTANT MANAGERS ; 

A. |. McLENNAN, M. L. CREGEEN, |. W K. SMITH 
SECRETARY : F. W. HATCHER 





BANK AND FIRST-CLASS TRADE BILLS 
DISCOUNTED 





MONEY RECEIVED ON DEPOSIT 





















S. JAPHET & CO., 
LTD. 
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NATIONAL BANK 
OF PAKISTAN 


(incorporated under the National Bank of Pakistan Ordinance, 
No. XIX of 1949, and sponsored by the Government of Pakistan. 
The liability of members is limited.) 


ESTABLISHED 1949 





Merchant Bankers 





30, ST. SWITHIN’S LANE 
LONDON, E.C.4 


Te'ephone: MANsion House 2577 
Telegrams: INTERAXIS, LONDON 
International Telex: 28338, 28339, 28383 (Securities) 


A MEMBER OF THE CHARTERHOUSE GROUP 


























President ibe See ree — N.E. Dinshaw 
Managing Director ... ae A. Mahajir 
Government Director a Mumtaz Hasan 


Authorised Capital ... 





Pak. Rs. 6,00,00,000. 


Issued and Subscribed a mS 6,00,00,000.° 
Paid-up ee. a 71,50,00,000. 
Reserve Fund Gi. 12. 56) ec ee: Sk 85 ,00,000, 
Deposits (31.12.56) . oon’ § PR MS 48,58,00,000. 


67 branches, and also sub-branches, throughout Pakistan. 

Foreign branches at Calcutta (India) & D’Jeddah (Saudi 

Arabia). Foreign Correspondents in leading business 
centres throughout the world. 


Banking business of. every description transacted. 


HEAD OFFICE: VICTORIA ROAD, KARACHI 
LOCAL PRINCIPAL OFFICES: KARACHI, 
LAHORE, DACCA 
LONDON OFFICE: 20 EASTCHEAP, LONDON, 
B.C.3. * 

London Manager: J. A. F. Sievwright 
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spending is any criterion, India would seem to be moving 
rapidly in the direction of the desired goal. Combined 
expenditure of the union and state governments increased 
from Rs 1,019 crores in 1953-54 to Rs 1,234 crores 1954-55 
and Rs 1,430 crores in 1955-56. Estimated expenditure 
in 1956-57 on both union and states account is put at 
Rs 1,894 crores. For 1957-58, the total will almost cer- 
tainly exceed Rs 2,000 crores. This doubling of public 
expenditure over a period of four years is a measure of 
the rising tempo of the plan and of the risks, calculated 
or not, which the administration are prepared te take to 
implement it. Every sector of the Indian economy is now 
being hurried along a course prescribed by government, and 
the banking system of the country is no exception. 

But one extraneous factor may well apply a brake to 
the heavy momentum which the plan has now attained. 
This is the ever-widening gap between foreign exchange 
_ needs and resources. “It is fairly clear,” says the budget 
white paper. “that the gap in foreign exchange resources 
over the plan period [1956-61] will be substantially larger 
than the original estimate of Rs 1,100 crores. Foreign 
exchange reserves have already been drawn down to an 
extent which leaves little scope for a further draft upon 
them. . . . The external resources available to the public 
and private sectors will now have to be much more than the 
Rs 900 crores envisaged if the plans of both the sectors are 
to go through without endangering the external viability of 
the country.” The Reserve Bank’s holdings of foreign 
securities and the balances it holds abroad (for the most part 
in sterling) totalled Rs 477.6 crores on May 17th, compared 
with Rs 716.9 crores on the corresponding date of 1956. 
Thus, some Rs 239.3 crores of external assets have been 
spent during the past twelve months. 


E original second plan calculations provided for draw- 

| ing upon the sterling balances to the extent of Rs 200 
crores during the period 1956 to 1961, at the end of which 
India’s sterling holdings, which also serve as part of the 
backing for the note issue, were expected to be approxi- 
mately Rs 500 crores. But already, in the first fourteen 
menths of the plan, the sterling balances have been drawn 
down by more than the prescribed Rs 200 crores and have 
fallen below the floor of Rs 500 crores. When these 
estimates were made, sterling reserves of the order of 
Rs 500 crores represented the normal cost of about seven 
months’ imports, and this figure was regarded as the 
essential minimum to tide India over temporary balance of 
payments difficulties if they arose. Unfortunately, serious 
strain on India’s external payments has o¢curred much 
sooner than was supposed, but not before India’s first line 
-of defence had already been much weakened against the 
day of real need. The Reserve Bank of India Act was 
amended as recently as July 20, 1956, to provide for a 
statutory holding by the bank of Rs 400 crores of foreign 
assets as backing for the note issue. It is clear that the 
reduction of India’s foreign assets towards this minimum 
is proceeding at a much quicker pace than the Indian autho- 
rities can have contemplated when they amended the Act ; 
if present trends are not quickly reversed they will be com- 
pelled once more to fix a new and even lower minimum 
holding of foreign assets. Needless to say, such a step would 
be bad for India’s credit in the eyes of the world and inimical 
to the self-discipline of other members of the sterling area. 
Ultimately, India looks to neighbouring south and south- 
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east Asian countries to provide new and expanding markets 
for her steel—and perhaps oil. But this is essentially a long 
term prospect ; even if it is well founded, it cannot bring 
relief in the next four or five years which will be of crucial 
importance for the plan. At present, the scope for increas- 
ing foreign exchange earnings is largely limited to the 
established staple lines—cotton textiles, jute manufactures, 
tea, Manganese, and perhaps in spices and sugar. Greater 
attention is being given to export promotion, but none of 
these manufactures or commodities is capable of making 
any real impact on the present deficit in the balance of pay- 
ments. The main corrective can only be further resort to 
purely negative and restrictive measures such as closer 
scrutiny and licensing of imports and the elimination of 
non-essential foreign exchange expenditure. The private 
sector of the economy is an easy first target for the applica- 
tion of such controls ; already import quotas have been 
slashed to achieve a saving of Rs 40 crores of foreign 
exchange in the first six menths of 1957, and an even 
tougher policy is promised for the second half of the year. 


OR many British and Continental manufacturers India 

has been, and still is, a valuable market ; but those 
trading in consumer goods and intermediate products are 
likely to encounter increasing difficulties in future. Already 
there are signs that the once heady inflow of imports is 
easing, with the result that less bank finance is tied up in 
such trade. To facilitate the purchase of capital goods the 
Indian authorities have decreed that the private sector must 
seek long-term credits. A period of seven years has been 
mentioned in an official directive to business associations, 
but initial reactions in exporting countries have been so 
unenthusiastic that New Delhi is probably already begin- 
ning to realise that five-year credits are about the limit of 
what can reasonably be expected, and that not so many of 
those are likely to be forthcoming either. At best, long 
tefm credits for capital goods can provide no more than 
marginal aid towards India’s balance of payments. And 
they can only postpone the day of settlement, adding to the 
mounting total of India’s foreign liabilities. 

In present circumstances few courses of action are open 
to India to relieve the shortage of foreign exchange which 
threatens to retard, if not completely to halt, her second 
five-year plan. One of the major assumptions of the planners 
is now about to be put to the test. This assumption is that 
India’s past record and future prospects should be good 
enough to entitle her to receive perhaps Rs 1,200 
crores of credit from the rest of the world in the period 
1956-61 ; either she gets this or she must prune the plan 
severely. Paradoxically, these are complementary courses. 
In the few centres which might provide credit for India the 
opinion is strongly held that the plan is considerably beyond 
the country’s capacity and that external balance first rests 
on the effective recognition of that unpalatable fact. Some 
of India’s joint stock bank chairmen have been saying just 
this for a long time past ; their speeches over the last two 
years show a rare note of unanimity in their demand that 
India should cut her new coat out of her limited supplies 
of new cloth. But there is singularly little recognition—at 
least among the Indian public—that India is only one of 
many would be borrowers of development capital in the 
world today, that the supply is limited, and that if India is 
to attract her share, her plans and policies must look at least 
feasible to those who are asked to lend. 
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Now that some authoritative estimates of Canada’s 
future growth have been established by the Gordon 
Royal Commission, it is obvious that the country will 
be undergoing constant economic changes during the 
next 25 years. Any period of change demands con- 
stant attention. And with our hundreds of branches 
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phases of Canada’s economic life, we will be in an 
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